v Foreword
The increasing importance of multinational enterprises in the global economy has stimulated interest in improving the availability, the accuracy, and the comparability of foreign direct investment (FDI) statistics among policymakers, analysts, and statisticians.
Foreign Direct Investment: Trends, Data Availability, Concepts, and Recording Practices notes recent trends in FDI and examines the progress made in moving toward compilation of FDI statistics in accordance with standards established by the IMF and the Organisation for Economic Co-operation and Development (OECD).
This report also reviews international recommendations for the compilation, analysis, and dissemination of FDI data and notes discrepancies in global balance of payments statistics and in data on bilateral FDI stocks.
In addition, the report provides information on selected countries' current practices in measuring FDIon the basis of results from a joint IMF/OECD survey that covered 30 OECD countries and 31 other IMF member countries, which was the subject of Foreign Direct Investment Statistics: How Countries Measure FDI, 2001, published 
1.1
Growing international linkages through foreign direct investment (FDI) are an important feature of financial globalization and raise important challenges for policymakers and statisticians in industrial and developing countries alike. With the integration of international capital markets, world FDI flows grew strongly in the 1990s at rates well above those of global economic growth or trade. This has placed the activities of direct investors and direct investment enterprises under increasing scrutiny and presented new challenges for statistical recording, balance of payments projections, economic surveillance, and vulnerability analysis. This report surveys the recent state of FDI statistics at the international and national levels.
1.2
The IMF and other international and regional organizations are working with countries to improve FDI statistics by developing methodologies and providing compilation guidance (including information on country practices), and through technical assistance, training courses, and workshops.
1.3
Countries are compiling and disseminating more data on FDI transactions and stocks and increasingly are adopting the recommendations of international statistical manuals. However, despite these improvements, and reflecting the complexities of compiling these data, there remain important deficiencies in the coverage and comparability of data in both industrial and developing countries. One symptom of these deficiencies is the sizable discrepancies seen in global aggregations of FDI outflows and inflows published by the IMF. 1
1.4
This report provides an overview of (i) the available statistics on FDI (covering recent trends and data availability); (ii) the concepts and definitions set out in international statistical manualsnamely, the fifth edition of the IMF's Balance of Payments Manual (BPM5; IMF, 1993) and the third edition of the OECD's Benchmark Definition of Foreign Direct Investment (Benchmark Definition; OECD, 1996) ; and (iii) country practices in implementing these guidelines. The report is structured as follows. Chapter 2 defines direct investment. Chapter 3 reviews recent trends in the global data on FDI, while Chapter 4 describes the main sources of statistics on direct investment and discusses some of the statistical discrepancies in the published data on FDI. Chapter 5 reviews in greater detail the key concepts and definitions set out in the international statistical manuals for the recording of FDI, while Chapter 6 presents some of the findings from a recent joint IMF-OECD survey on methodological practices regarding the measurement of FDI in 61 countries and how these practices compare with the international recommendations for FDI statistics. The report concludes that an internationally coordinated survey may be required to strengthen FDI statistics across countries.
Introduction

2.1
The BPM5 defines FDI as a category of international investment that reflects the objective of a resident in one economy (the direct investor) obtaining a lasting interest in an enterprise resident in another economy (the direct investment enterprise). The lasting interest implies the existence of a long-term relationship between the direct investor and the direct investment enterprise, and a significant degree of influence by the investor on the management of the enterprise. A direct investment relationship is established when the direct investor has acquired 10 percent or more of the ordinary shares or voting power of an enterprise abroad.
Direct investment comprises not only the initial transaction establishing the FDI relationship between
the direct investor and the direct investment enterprise but all subsequent capital transactions between them and among affiliated enterprises resident in different economies. The key concepts in the measurement of FDI are elaborated in Chapter 5.
2.3
There are a number of popular misconceptions about FDI.
• FDI does not necessarily imply control of the enterprise, since only a 10 percent ownership is required to establish a direct investment relationship.
• FDI does not constitute a "10 percent ownership" (or more) by a group of "unrelated" investors domiciled in the same foreign country-FDI involves only one investor or a "related group" of investors in one or more countries.
• FDI is not based on the nationality or citizenship of the direct investor-FDI is based on the residence of the direct investor.
• Borrowings by direct investment enterprises from unrelated parties abroad that are guaranteed by direct investors are not FDI.
2.4
Statistics that measure the operations of the foreign affiliates of multinational enterprises-such as sales, employment, and assets-do not form part of the traditional balance of payments and international investment position (IIP) statistics, 1 which capture only the net investment of the direct investor in foreign affiliates. Statistics on the operations of foreign affiliates are referred to as foreign affiliate trade statistics. In recent years, the relevance of statistics on the operations of foreign affiliates has been acknowledged, and efforts are under way to encourage and assist countries in compiling these data. The new interagency Manual on Statistics of International Trade in Services, published in 2002 by the United Nations, provides a framework for developing foreign affiliate trade in services statistics (United Nations and others, 2002) . Other organizationsnotably the OECD and the United Nations Conference on Trade and Development (UNCTAD)-maintain databases on the activities of foreign affiliates. Box 2.1 highlights some of the types of data produced on the activities of foreign affiliates. The discussion of FDI in this report focuses on the traditional balance of payments and IIP statistics.
2. Statistical Definition of Foreign Direct Investment
1 The IIP is the balance sheet of the stock of external financial assets and liabilities. The terms "stocks" and "positions" are used interchangeably in this report.
Box 2.1. Foreign Affiliate Trade Statistics
Foreign affiliate trade statistics measure the operations of affiliates of foreign firms in an economy and the operations of the affiliates of domestic firms that are domiciled abroad. Typically, the data cover the majority-owned affiliates (ownership of more than 50 percent). The United States has, for many years, compiled data in this area of statistics, and other countries, such as Canada and France, have more recently begun to produce them. Many other industrial countries, as well as Eurostat, OECD, and UNCTAD, are doing work in this area. At present, except in the area of services transactions, there are no internationally agreed guidelines on how foreign affiliate trade statistics should be recorded.
Foreign affiliate trade statistics complement the residency-based foreign direct investment statistics of the balance of payments in that they provide a measure of the impact of direct investment on an economy. Questions that can be addressed include: How much employment do foreign affiliates generate in the host economy? What levels of sales and types of sales are generated by foreign affiliates? How much does intrafirm trade contribute to world trade? What are the sources of financing in addition to cross-border flows from the direct investor or affiliates that are part of the parent group? How much of the value added generated in an economy can be attributed to foreign affiliates?
The data in the table show global FDI balance of payments and IIP data compared with some of the additional level of detail available through foreign affiliate trade statistics (outward investment). Tables B-7 and B-8) and are based on information compiled by Thomson Financial, a private commercial database. Many compilers have found that these data considerably overstate the measure of cross-border capital flows associated with M&A deals because they include, inter alia, domestically financed transactions, and in some cases include M&A deals between foreign affiliates and firms resident in the same host economy, neither of which are FDI transactions recorded in balance of payments statistics.
2001
1 In this report, inflows mean net inward FDI transactions-that is, inward investments less disinvestments (FDI in the reporting economy). Outflows mean net outward FDI transactions-that is, outward investments less disinvestments (FDI abroad).
2 World FDI inflows in 2002, for which data became available shortly after this report was prepared, declined further to $650 billion (compared with the revised figure of $798 billion in 2001). 
Recent Trends in FDI
4.5
In late 2002, the OECD updated an earlier joint IMF-OECD survey to explain significant differences that were found to exist in the FDI data that each organization disseminated. Because both institutions adopt common methodological recommendations, the data that countries report to the two institutions should, in principle, be identical or very similar. The study, based on reports from 26 of the 30 OECD countries surveyed, showed that there were differences in the following areas:
• Methodology and coverage. Twenty-two of the respondents apply the same methodology in reporting to the IMF and the OECD. However, four countries-Denmark, Japan, Korea, and the United States-apply different methodologies. 3 In
Data Availability
1 Other regional organizations, such as ASEAN and ECLAC, also disseminate direct investment statistics relating to their members and conduct various activities in support of the development and harmonization of FDI statistics in the regions. The World Bank also provides technical assistance in FDI statistics.
2 The IMF and OECD also have responsibility for the work on developing the methodology for FDI statistics. 3 Japan's data reported to the OECD are currently based on investment notifications (a new system will be implemented in 2005); Korea's data to the OECD are believed to be based on approval data; and the United States uses historical cost information for stock data reported to the OECD and market valuations in addition, the coverage of the data of three countries -Germany, Iceland, and Switzerland-differs between the two sets of data. Iceland and Switzerland exclude real estate, and Germany excludes both real estate and reverse investments from the data reported to the OECD, while including these items in the data reported to the IMF.
• Data sources. Japan and the United States use different sources for the data reported to the IMF and those reported to the OECD.
• Reporting periods. The data that Japan reports to the OECD are compiled on a fiscal year basis, while the data reported to the IMF are on a calendar basis.
• Time of reporting. There are significant differences in the time of reporting the original data and revised data to the IMF and to the OECD. Only 11 countries send the primary data to both organizations at the same time; only 8 of those 11 countries also send revised data to both organizations at the same time for both flows and stocks.
• Reporting of revisions. Only 19 countries send revisions of FDI transactions data to both organizations for the same number of years, while only 17 countries cover the same number of years for submitting revised FDI position data. investment for inclusion in BOPSY, where the number of reporting countries more than doubled, from 30 to 70, as measured in a study conducted in January 2003 (see Figure 4 .2). 6 Within the IIP category of direct investment, many countries reported additional component detail in recent years, especially for the other capital component of FDI (that is, intercompany debt). About three times more countries reported data on other capital in 2001 than in 1994 (increases from 16 to 54 for the inward data and from 16 to 46 for the outward data). There were similarly significant increases in the numbers that reported data on equity capital and reinvested earnings (from 24 to 66 for the inward data and from 23 to 60 for the outward data). 
4.6
4.10
FDI International Recommendations and Their Implementation
4.12
There are a number of methodological materials available to national compilers that provide conceptual and practical guidance in the compilation, analysis, and dissemination of FDI and other external sector statistics. The BPM5 provides guidance to member countries in the compilation of balance of payments and IIP statistics, and the OECD's Benchmark Definition provides operational guidance on how FDI should be compiled to meet the internationally agreed recommendations. 9 The two manuals are consistent. UNCTAD is developing a training manual on direct investment to help developing countries enhance the capacity of government agencies to compile data on FDI and the operations of transnational corporations. Some national compilers also prepare and disseminate material on their methodologies for FDI and other external sector statistics in national publications and on websites, including
The IMF prepared summary metadata for each of the 61 countries that participated in the 2001 SIMSDI update, in consultation with the authorities in each country. The summary metadata indicate whether a country's practices are in accordance with the international recommendations set out in the IMF's BPM5 and the OECD's Benchmark Definition. Cross-country comparison tables, organized by issue, were also prepared. The metadata for the 56 countries that agreed to make their information available to the general public, and the cross-country comparison tables, were posted on the IMF's external website in October 2002 (see http:// www.imf.org/external/np/sta/di/mdb97.htm). 
4.15
Countries employ a variety of data sources and methods to compile FDI statistics, including enterprise surveys, bank reporting systems and international transactions reporting systems (ITRS), 12 administrative data from exchange control or investment control authorities, partner country bilateral data, etc. 13 The ability of compilers to implement the recommendations set out in the international statistical manuals may be constrained by the data sources used. For example, bank reports on foreign currency settlements may not be able to correctly distinguish direct investment transactions from portfolio investment transactions.
4.16
Specially designed forms submitted to enterprises are being increasingly used to gather comprehensive information on FDI transactions and stocks. For some components of FDI, such as reinvested earnings data, direct collections from enterprises, rather than bank reporting systems or administrative sources, are the only way that data can be readily obtained, although the reported data may not always conform with the international recommendations because of countries' accounting or taxation regulations. FDI transactions compiled on the basis of investment intentions or similar information collected by investment control authorities are fraught with difficulties-not least because the planned investment may not take place, or the timing of the investment may not be known. Also, while stock data on FDI compiled by summing capital flow data can be used to fill gaps in the data, using this practice to compile FDI aggregates affects the accuracy of the estimates, since it does not take into account nontransaction changes arising from, for example, exchange rate and price changes, which can be significant.
4.17
Countries may not fully implement the recommendations for FDI statistics in the international statistical manuals for other reasons:
• Difficulties in gathering the data (for example, resources may not be available to collect data on reinvested earnings or stock data, compilers may not have a legal mandate to collect data, the private sector may be reluctant to complete report forms, etc.);
• Different accounting and/or administrative procedures (for example, accounting rules may recommend using the all-inclusive concept of income to measure earnings of direct investment enterprises);
• Legal constraints (for example, investment or other laws may require, say, use of a 20 percent threshold to define a direct investment);
• Unwillingness to adopt international recommendations that may be viewed as inconsistent with the particular needs and priorities of the compiling economy (for example, certain short-term 10 The Gambia, Ghana, Guyana, Malawi, Tanzania, Trinidad and Tobago, Uganda, and Zambia.
11 Development Finance International is a nonprofit economic and policy advisory, research, training, and capacity-building group based in London.
12 An ITRS measures individual balance of payments cash transactions that pass through domestic banks and may also measure (i) individual cash transactions through enterprise accounts abroad; (ii) noncash transactions; and (iii) stock positions. Statistics are compiled from forms submitted to domestic banks and may also be compiled from forms submitted by enterprises to the compiler. 13 The IMF's Balance of Payments Compilation Guide reviews the advantages and disadvantages of the main sources of information on direct investment (Table 16 .1, page 153).
intercompany debt flows, such as trade credits, may not be considered to represent FDI capital);
• Confidentiality concerns may preclude disseminating certain datasets because of arrangements with respondents to keep their individually reported data confidential; or
• Unfamiliarity on the part of compilers with aspects of BPM5 methodology.
4.18
Deviations at the national level from international statistical recommendations on FDI data compilation hamper cross-country comparisons and contribute to bilateral asymmetries in data comparisons with partner countries. They may also contribute to asymmetries with other macroeconomic statistics produced by the country. Similarly, deviations from international recommendations contribute to asymmetries in global FDI aggregations published by the IMF and UNCTAD, which also hamper crosscountry data comparisons by users of statistics. More important, unless the statistical methodologies employed by countries are well documented, users may misinterpret the FDI data, and thus surveillance and other policy activities may be hampered.
Discrepancies in Global Balance of Payments Statistics on FDI
4.19
In principle, the global sum of outward flows of FDI recorded by the economies of the direct investor should be matched by the corresponding global sum of FDI inflows in the statistics compiled by the economies of the direct investment enterprises, since the debits of one economy are the credits of another. As is well known, there are discrepancies in the global balance of payments statistics because of gaps in coverage and the use by reporting countries of different definitions and classification systems. The substantial growth in private sector flows during the 1990s and the abolition of exchange controls, without concomitant broadening of statistical reporting, presented new challenges for statistical recording. These included difficulties in identifying the private sector transactors and, sometimes, the poor response rates to enterprise surveys.
4.20
The size of the statistical discrepancies in the global balance of payments statistics has been a cause of concern to the IMF in connection with the analytical implications for the IMF's surveillance of its members' economies and its biannual report on this activity, the World Economic Outlook. 14 The IMF has undertaken two studies of the imbalances in statistics on global current and capital transactions. 15 Both of these highlighted various country recording practices that have contributed to asymmetries in global (and bilateral) balance of payments statistics, including in the area of direct investment, and both made recommendations to address them. Many of the problem areas identified in these studies continue to exist, notwithstanding important statistical improvements made by countries in the past decade. (IMF, September 1992) . 16 In the context of global cross-border capital flows, the discrepancies on portfolio investment and other investment (for example, trade credits, deposits, loans) transactions have, until recently, been much larger than those seen on FDI transactions. For example, in 1997 and 1998, the discrepancies on recorded portfolio investment transactions exceeded $200 billion a year.
FDI capital flows
4.21
17 That is, the direct investor's share (in proportion to equity held) of earnings not distributed as dividends by subsidiaries and associated enterprises and earnings of branches not remitted to the direct investor during the reporting period.
18 Like other components of the balance of payments, the discrepancies do not provide a complete indication of the underlying data problems, since there are offsetting errors-for example, when both parties to a transaction fail to report.
4.23
The statistical discrepancy in the recording of data on reinvested earnings in the financial account was in the opposite direction, showing an excess of recorded debits. This has been a long-standing trend. The discrepancy averaged $77 billion during the 1999-2001 period, 40 percent higher than the average of the previous three years. A significant contributor to the discrepancies in this item is likely to be the use of different accounting practices in defining the operating earnings of direct investment enterprises (discussed in Chapter 5).
FDI investment income
4.24
In the global current account, the mirror image of the above discrepancy on reinvested earnings reflects an excess of recorded credits (Table 4. 2). Overall, the discrepancies on other FDI income (that is, dividends and distributed branch profits, and interest on intercompany debt from/to direct investors/direct investment enterprises) are smaller than those recorded for reinvested earnings and mostly show the opposite sign-an excess of recorded debits over credits. The reported data on FDI interest flows show a discrepancy of $23 billion in 2001 (22 percent of reported FDI interest receipts and payments). The imbalances on FDI interest flows-excess interest payments-are consistent with the positive imbalances (excess inflows) seen in the data for intercompany debt flows in Table 4 .1. For dividends and distributed branch profits, the largest discrepancy was $22 billion in 1999 (8 percent of reported dividend and profit receipts and payments), but it has declined significantly since that time.
Discrepancies in Bilateral FDI Stock Data
4.25
The imbalances in the global balance of payments statistics are also manifested in the bilateral balance of payments and IIP statistics disseminated by countries. explained by different statistical practices employed by countries. Two comparisons are highlighted below.
4.26
In the case of the Netherlands, the data of the partner countries are consistently larger than the positions reflected in the Dutch data, both on outward investment to the Netherlands and inward investment from the Netherlands. For example, the United Kingdom shows FDI in the Netherlands of $247 billion at end-2001, which was more than $200 billion above the corresponding liability recorded by the Netherlands ($44 billion). In the other direction, the stock of Dutch FDI in the United Kingdom was $26 billion, compared with the U.K. estimate of $90 billion.
4.27
The major contributor to these discrepancies is the exclusion from the Dutch bilateral data of investment in/by Special Financial Institutions in the Netherlands, which are entities that are directly or indirectly owned by nonresidents and are used mainly to channel funds received from nonresidents to other nonresidents. In effect, the Dutch data suggest that most of the large U.K. investment in the Netherlands is ultimately employed in third countries, with the Netherlands acting as a conduit for tax or other reasons. The BPM5 recommends that the activities of special purpose entities (SPEs), such as the Dutch Special Financial Institutions, be included as part of direct investment. The statistical treatment of SPEs is discussed in Chapter 5.
4.28
Countries generally allocate stock positions bilaterally to the first, or immediate, country of ownership, which is in conformity with the debtor/ creditor principle recommended in the BPM5. In Canadian statistics on outward FDI, when the first foreign direct investment enterprise is a foreign holding company, an attempt is made to attribute the investment to the "ultimate country of destination," to improve the analytical usefulness of the FDI data. This may explain why outward Canadian FDI positions are higher than the inward positions recorded by the other countries in Table 4 .3.
4.29
Bilateral comparisons can throw light on the accuracy of direct investment data, but care must be -13.1 -11.9 -9.5 -11.7 -14.8 -22.0 -22.7 Source: IMF, BOPSY, various issues. 1 For 1995-2001, a split into (i) dividends and distributed branch profits and (ii) interest was derived using data from BOPSY 2002 plus a methodology developed to allocate the estimates; these data could not be derived for 1990-94. exercised in making use of them. In some instances, the bilateral discrepancies in the stock data discussed above would have no impact on the compiled national aggregates, since the differences may reflect different recording conventions for allocating positions to individual countries rather than indicators of potential gaps in the data. In other cases, bilateral discrepancies may flag gaps or recording errors in the national data. However, investigations into bilateral discrepancies are very resource-intensive and, because of confidentiality constraints, are difficult to resolve. This is perhaps especially so in the area of direct investment, where data on individual transactors or a small number of transactors can have a major impact on the statistics. An OECD direct investment workshop in 2001 decided not to attempt a detailed reconciliation of bilateral FDI data because the exercise was considered to be too difficult until such time as the methodologies that countries use to compile the data are more in line with the international statistical recommendations.
Overview
5.1
As introduced in Chapter 2, the BPM5 defines direct investment as a category of international investment that reflects the objective of a resident in one economy (the direct investor) obtaining a lasting interest in an enterprise resident in another economy (the direct investment enterprise). The lasting interest implies the existence of a long-term relationship between the direct investor and the direct investment enterprise and a significant degree of influence by the investor on the management of the enterprise.
5.2
The concept of direct investment does not necessarily imply control of the direct investment enterprise because, according to BPM5, an ownership criterion of only 10 percent of the ordinary or voting shares of the direct investment enterprise is used to define or establish a direct investment relationship. In practice, however, a large proportion of FDI capital involves majority-owned subsidiaries and branches. For example, Statistics Canada reported that majority-owned subsidiaries and branches accounted for 93 percent of Canada's stock of inward FDI and 94 percent of the stock of outward FDI in 2001. The Godeaux Report found similar ratios for several industrial countries-94-96 percent of inward FDI and 83-97 percent of outward FDI was accounted for by majority-owned subsidiaries and branches. The Godeaux Report also noted that "equity holdings in the range of 10 to 20 or 25 percent accounted for only 1 or 2 percent of the stock of direct investment."
5.3
The lasting interest in a direct investment enterprise typically involves the establishment of manufacturing facilities, bank premises, warehouses, and other permanent or long-term organizations abroad, but it may also involve the operation of mobile equipment such as drilling rigs and construction activities, and expenditure on exploration for natural resources. This may involve the creation of a new establishment abroad ("greenfield investments"), joint ventures, or the acquisition of an existing enterprise abroad (M&A). The direct investment enterprises can be incorporated or unincorporated and can include ownership of land and buildings by nonresident enterprises, as well as by nonresident individuals.
5.4
Once a direct investment relationship has been established, all subsequent capital transactions between the direct investor and the direct investment enterprise and among affiliated enterprises resident in different economies are considered to be direct investment. The direct investment relationship extends to certain other enterprises indirectly owned by the direct investor. Thus, direct investment enterprises comprise nonresident subsidiaries, associates, and branches either directly or indirectly owned by the direct investor. The inclusion of transactions with and between indirectly owned entities can greatly extend the number of entities involved in the direct investment relationship, and adds to the complexity of compiling the data.
5.5
Once established, increases in FDI can take the form of injections of additional equity capital, the reinvestment of earnings not distributed as dividends by subsidiaries and affiliated enterprises and earnings of branches not distributed, and intercompany debt, both long-and short-term, such as the extension of suppliers' credits or loans, all of which represent FDI capital.
5.6 FDI capital flows are recorded on a net basis, in the same manner as other cross-border financial flows (that is, investments during the reporting period are netted against disinvestments, separately for claims and liabilities). FDI is recorded on a directional basis-broadly, as an asset for the economy of the direct investor and as a liability for the economy of the direct investment enterprise.
Key Concepts in the Measurement of FDI
5.7
Two recording features-that of recording transactions with indirectly owned direct investment enterprises (for example, transactions between two foreign subsidiaries of the direct investor located in different economies) and the netting of certain transactions between the direct investor and the direct investment enterprise (reverse investment)-appear to pose special difficulties for compilation and contribute to asymmetries in the recording of FDI. 1 These two items are discussed in Box 5.1. Other selected recording features of FDI transactions, stocks, and investment income are described in the following paragraphs. Some of these features-such as the valuation of direct investment stocks and applying the Current Operating Performance Concept to measure direct investment earnings-also pose difficulties for compilation.
FDI Capital Flows
5.8
Equity capital covers equity in branches; voting or nonvoting shares in subsidiaries (greater than 50 percent ownership) and associates (10-50 percent ownership); and other capital contributions, which can include the provision of machinery or other capital equipment, raw materials, and technical know-how.
5.9
A direct investor can also increase its direct investment equity through the reinvestment of earnings of the direct investment enterprise, which consist of the direct investors' share (in proportion to equity held) of earnings not distributed as dividends by subsidiaries or associates and earnings of branches not remitted to the direct investor during the reporting period. In conformity with the doubleentry system for constructing the balance of payments, the BPM5 recommends, for the economy of the direct investor, the recording of a credit in reinvested earnings under FDI investment income for the amount of the reinvested or undistributed earnings of the direct investment enterprise abroad, together with an offsetting debit entry under FDI abroad to reflect the net increase in investment arising from the undistributed earnings. 2 The rationale for this "imputation" is that the direct investor has consciously chosen to forgo a distribution of income and elected to increase its investment in the direct investment enterprise.
5.10
Like other financial transactions, undistributed earnings are recorded on a net basis-earnings from operations are netted against any operational losses incurred during the reporting period. Earnings should be measured net of host-country income and corporation taxes and depreciation, and exclude realized and unrealized capital gains and losses, writeoffs, and realized and unrealized exchange rate gains and losses: that is, conform with the Current Operating Performance Concept of recording direct investment earnings. If operating losses exceed profits, the recommended recording remains the same as above, except that a net debit would be recorded in reinvested earnings under direct investment income in the current account, and a credit would be recorded under FDI abroad to reflect the net decrease in investment arising from the losses. At times, this recording practice can give rise to peculiar results in the current account, such as negative investment income receivable, whenever unusually large losses are incurred by direct investment enterprises abroad. (Conversely, the economy of the direct investment enterprise would record a credit under investment income payable.)
5.11
The international statistical methodology also recommends that the reinvested earnings of indirectly owned direct investment enterprises (see Box 5.1) be included in proportion to the indirect ownership of the equity of those enterprises, which may be difficult to measure when they extend down through a chain of affiliates. The ability of compilers to gather the necessary data may also be constrained by accounting conventions regarding the preparation of consolidated company accounts.
5.12
The third component of FDI capital-other capital-covers intercompany debt-that is, the extension of trade credits, loans, and other advances to the direct investment enterprise. The BPM5 makes two important exceptions. Intercompany debt transactions between affiliated banks (depository institutions) and between affiliated financial intermediaries, including auxiliaries (for example, security dealers) recorded under FDI are limited to those transactions associated with permanent debt (loan capital representing a permanent interest) and equity (share capital) investment or, in the case of branches, fixed assets. 3 Second, intercompany transactions in financial derivatives are not considered to be FDI. 4
Cross-border mergers and acquisitions (M&A)
5.13
The surge in FDI flows during 1998-2000 was driven by cross-border M&A, which reached a record $1.1 trillion in 2000. Data on cross-border M&A transactions are published in UNCTAD's World Investment Report and are based on information provided by Thomson Financial, a private commercial database. Although M&A data reported by commercial databases are widely used by the financial press and other users of business statistics, studies undertaken by the OECD and European Central 3 Deposits, loans, financial derivatives, and other claims and liabilities related to usual banking and financial intermediation activities between affiliated banks and between affiliated financial intermediaries are classified, as appropriate, under portfolio investment, financial derivatives, or other investment in the balance of payments and IIP. 4 In June 2002, the BPM5 treatment was revised to record financial derivatives involving affiliated enterprises under the category of financial derivatives in the balance of payments and IIP. However, it was noted that some such financial derivatives may not be able to be identified and would, therefore, be included indistinguishably in direct investment (other capital).
Box 5.1. Treatment of Indirectly Owned Enterprises and Reverse Investment
Indirectly owned direct investment enterprises
Once a direct investment relationship has been established, all subsequent capital transactions between the direct investor and the direct investment enterprise and among affiliated enterprises resident in different economies are considered to be direct investment. In other words, the direct investment relationship extends to certain other enterprises indirectly owned by the direct investor. Thus, the direct investment enterprises comprise: (i) subsidiaries (enterprises in which the investor owns more than 50 percent); (ii) associates (enterprises in which the investor owns 10-50 percent); and (iii) branches (wholly or jointly owned unincorporated enterprises) either directly or indirectly owned by the direct investor. In the OECD's Benchmark Definition (OECD, 1996) the treatment of indirectly owned direct investment enterprises is referred to as the "Fully Consolidated System." Countries have reported difficulties in obtaining the level of detail needed to track the chain of ownership of indirectly owned enterprises, particularly for multinational corporations that have a large global base. Only 11 of the 61 countries surveyed in the 2001 SIMSDI update fully applied the Fully Consolidated System for their inward FDI transactions.
Reverse investment
Reverse investment occurs when a direct investment enterprise acquires a financial claim on its direct investor. Because direct investment is recorded on a directional basis, capital invested by the direct investment enterprise in its direct investor is regarded as an offset to capital invested in a direct investment enterprise by its direct investor or its related enterprises, except in instances when the equity participations are at least 10 percent in both directions. For example, if the direct investment enterprise acquires equity in its direct investor that represents less than 10 percent of the total equity of the direct investor, that investment would be recorded under FDI in the reporting economy in line with the directional basis for recording direct investment (see classification below). In effect, the equity investment is regarded as an offset to the capital invested by the direct investor (that is, as disinvestment). Similarly, a reduction in inward FDI would be recorded if the direct investment enterprise makes a loan to the direct investor. However, in cases where the equity participation by the direct investment enterprise in its direct investor reaches or exceeds 10 percent of the total equity of the direct investor, the IMF's BPM5 recommends that two direct investment relationships be established; that is, the investment by the direct investment enterprise in its direct investor or related enterprise is regarded as the establishment of a direct investment abroad.
Direct Investment Capital Flows
Abroad
In Reporting Economy There were significant differences between the two sets of data, and in many cases the M&A transactions reported by the private commercial database were higher than the data on total inward FDI reported in the official balance of payments statistics.
5.14 Variations in the definitions of residence and the percentage ownership used to determine an FDI relationship account for some of the differences between the two sets of data. However, the most important difference appears to arise from the method used for recording the transaction, since the data in the private commercial databases include financing from domestic sources, or from unrelated foreign sources, that are not FDI transactions. In addition, in some cases the data include M&A between foreign affiliates and firms located in the same host economy.
5.15
The precise differences between the figures on cross-border M&A transactions recorded in the private commercial databases and the amounts that result in FDI cannot be accurately identified in many countries, since only a few OECD countries 5 currently compile and disseminate FDI data showing "of which" lines for M&A. 6 However, the official 2000 data for Canada for inward M&A transactions that resulted in FDI flows show a figure of $44 billion (Can$65 billion), 7 which is significantly lower than the figure for total inward cross-border M&A of $139 billion (Can$207 billion) published in the OECD's International Investment Perspectives.
Special purpose entities (SPEs)
5.16
It is useful to explain the treatment of SPEs, which the BPM5 recommends be included as FDI provided that they meet the criteria stated in the previous paragraphs. SPEs, which are frequently established in offshore financial centers, engage primarily in international transactions but have few or no local operations. Although SPEs may have different structures (for example, holding company, regional headquarters) or purposes (for example, administration, facilitation of financing), they are, according to the BPM5, an integral part of the structure of the direct investment network as are, for the most part, SPE transactions with other members of the direct investment group.
5.17
In recent years, the use of SPEs for "round tripping" has attracted attention in connection with the official data on FDI inflows to a number of Asian economies. The term "round tripping" refers to the practice of channeling local funds to SPEs abroad and the subsequent return of the funds to the local economy in the form of FDI capital. These transactions are motivated by tax and other incentives available to foreign investors. Although some analysts believe that this type of investment leads to an overstatement of the true magnitude of FDI, the recording of such transactions under FDI is in conformity with recommendations in the international statistical manuals. The funds channeled to the SPE (debit) would be recorded as outward FDI, and the return flow to the local economy (credit) would be regarded as inward FDI.
FDI Stocks
5.18
The classification of the stock of FDI assets and liabilities in the IIP is virtually identical to that shown for financial flows in Box 5.1. The only difference is that equity capital and reinvested earnings are combined into a single category in the IIP. The various factors that contribute to changes in the IIP are presented in Figure 5 .1.
5.19
In addition to the capital flows (including reinvested earnings) discussed above, other factors that contribute to increases/decreases in the stock of FDI in the IIP include:
• Price changes-for example, changes in the market value of listed equity securities of direct investment enterprises; changes in the market value of holdings of land and buildings;
• Exchange rate changes-for example, impact of valuation changes on foreign currency denominated loans from direct investors to direct investment enterprises (and reverse investment);
• Other adjustments:
-Reclassifications-for example, a portfolio investor that owns, say, 8 percent of the voting shares of an enterprise abroad increases the level of holdings to 10 percent. The previous 8 percent ownership would be reclassified from portfolio investment to direct investment in the IIP in the current reporting period (the additional 2 percent investment would be recorded as an FDI transaction in the balance of payments in the current period); another example would be where the direct investment enterprise acquires incrementally 10 percent or more of the voting shares of the direct investor. In this case, any equity holdings below the 10 percent threshold would be reclassified (when the 10 percent threshold is reached) from direct investment in the reporting economy (reverse investment) to direct investment abroad;
-Write-downs-for example, the direct investment enterprise is no longer a viable concern; natural resources owned by a mining enterprise have been fully depleted; exploration for natural resources proves unsuccessful, such as a "dry well."
5.20
Trade credits, loans, and other advances from foreign direct investors also constitute a component of the external debt position in the economy of the direct investment enterprise. 8 The same applies for reverse investment, where the direct investor borrows funds from the direct investment enterprise (see Box 5.1). In contrast to the portfolio and other investment components of the financial account, no distinction is made in the BPM5 standard components between short-and long-term investments within FDI capital, although some countries do compile such data. 9 If the data are available to the compilers, the interagency External Debt Statistics: Guide for Compilers and Users, published by the IMF in mid-2003, recommends the dissemination of a short-/long-term maturity attribution of intercompany debt.
8 Gross external debt, at any given time, is the outstanding amount of those actual current, and not contingent, liabilities that require payment(s) of principal and/or interest by the debtor at some point(s) in the future and that are owed to nonresidents by residents of an economy (see paragraph 2.3 of External Debt Statistics: Guide for Compilers and Users, published by the IMF; see Bank for International Settlements and others, 2003) . If an intercompany liability meets this definition, it is part of external debt. 9 An IMF survey conducted in 1999 in connection with the strengthening of the external debt statistics in the IMF's Special Data Dissemination Standard (SDDS) showed that nearly half of the 48 reporting countries were able to compile data on short-term external debt (on an original maturity basis) related to direct investment. 
5.21
There are activities related to FDI that are not recorded in the balance of payments or IIP but that can subsequently increase (or decrease) the direct investor's equity in the direct investment enterprise through an increase or decrease in reinvested earnings. For example, the operations of the direct investment enterprise can be financed through local currency borrowing in the domestic market by the direct investment enterprise, which would not be recorded in the balance of payments because it represents a transaction between two resident entities. These funds can be employed as working capital or to expand production, which could increase earnings that accrue to the direct investor (in proportion to equity held).
5.22
Direct investment enterprises can also expand operations in the local economy (or abroad) through M&A, which need not give rise to FDI transactions with the initial foreign direct investor or with other affiliates that are part of the "related group" if the transactions were financed locally or in international markets. Here, too, the direct investor's equity in the direct investment enterprise can increase or decrease through reinvested earnings, as well as any revaluations that affect the books of the direct investment enterprise. For example, revaluations may result from capital gains and losses realized from the partial sale of a direct investment enterprise's assets for an amount different from the historical cost of the assets. 10
Valuation of FDI stocks
5.23
The BPM5 recommends that all external financial assets and liabilities recorded in the IIP be measured at current market prices as of the dates involved. While market valuations for FDI can be computed where the shares of the direct investment enterprise (or the direct investor) are listed on a stock exchange, difficulties arise in valuing wholly owned subsidiaries and branches, which make up a significant part of overall FDI. For this reason, many compilers use book values from the balance sheets of direct investment enterprises (or the direct investor) to determine the value of the stock of FDI because this represents the only data source that is readily available to them.
5.24
If a country compiles its FDI stock data on the basis of the book value of the direct investment enterprise abroad, there may be large differences between the financial flows recorded in the balance of payments and the resultant change in stocks when transactions involving cross-border M&A are made at prices that exceed the valuations on the books of the direct investment enterprise. The excess over book value would be shown as a valuation adjustment in the reconciliation of changes in IIP positions.
5.25
An increasing number of economies are compiling estimates of FDI stocks on a market value basis, and different approaches are used in deriving these estimates. For example, since 1991 the U.S. Bureau of Economic Analysis has used two measures of valuing FDI positions-the current cost method and the market value method-as an alternative to the book/historical cost basis. The current cost method values the U.S. and foreign parents' shares of their affiliates' investment in plant and equipment, using the current cost of capital equipment; in land, using general price indexes; and in inventories, using estimates of their replacement costs. The market value method values the owner's equity share of direct investment using indexes of stock market prices. The Australian Bureau of Statistics has, since 1985, gathered data on the market value of FDI equity positions directly from surveys of enterprises. For unlisted enterprises, if a market value is not available, the reporting enterprise is asked to estimate the market value by one of the following methods-a recent transaction price, director's valuation, or net asset value (total assets less nonequity liabilities and less paid-up value of nonvoting shares). 11 In the case of Singapore, which recently began disseminating IIP statistics, the Singapore Department of Statistics values only the listed companies at market values, while unlisted companies are recorded at book values. Israel follows a similar practice.
5.26
The United States compiles FDI data on both a market and a book value basis, and the data for 2001 show that for FDI abroad the book value was 60 per-cent of the corresponding market value. For FDI in the United States, the book value was 52 percent of the market value. U.S. bilateral direct investment data are available only on a book value basis. Hong Kong SAR also publishes stock data on both book and market valuations. Book values and market values are closer -for outward FDI, the book value is 84 percent of market value positions (end-2001), while the book value of the stock of inward FDI is 77 percent of the market value. The closer ratios may be explained by the fact that the FDI stock for Hong Kong SAR reflects more recent acquisitions and investments than the stock of FDI for the United States. Hong Kong SAR bilateral direct investment data are available according to both valuation methods.
Geographic allocation of FDI stocks
5.27
Information on the geographic allocation of foreign financial assets and liabilities (as well as transactions) is useful for analyzing different aspects of a country's economic and financial relationships. Such data are being compiled for FDI stocks by a growing number of countries. The most common approach employed by countries is to allocate claims to the immediate country of domicile of the direct investment enterprise (host country) and direct investor (investing country), which is in line with the debtor/creditor principle recommended in BPM5.
5.28
However, analysis of geographic detail on the debtor/creditor principle (immediate country basis) may be complicated whenever holding companies are used to channel investments to different countries, including funds that return to the country of the direct investor ("round tripping"). In these cases, the data may simply show large investments in holding companies domiciled in a small number of offshore and other financial centers. As shown in the discussion of imbalances in bilateral data on FDI stocks, the Netherlands excludes SPEs in the geographic breakdowns of its FDI stock data, whereas Canada attempts to allocate positions where the first foreign direct investment enterprise is a foreign holding company to the ultimate country of destination.
5.29
In some economies, the use of enterprises abroad, such as SPEs, for the purpose of round tripping accounts for a significant portion of the overall stock of FDI assets and liabilities. For example, Hong Kong SAR compiles an alternative set of statistics, as supplementary information, to analyze direct investment. These statistics remove the effect of round tripping. Excluding inward/outward FDI from/to "nonoperating companies," set up by Hong Kong SAR companies in offshore financial centers for indirect channeling of funds, had the effect of reducing the end-2001 stock of inward and outward FDI valued at market prices by 32 percent and 38 percent, respectively. 12
5.30
To identify who ultimately owns or controls the affiliate and derives the benefits associated with ownership or control, some countries compile geographic data on the basis of country of ultimate beneficial owner (UBO). Two countries (Denmark and the United States) compile and disseminate geographic breakdowns of inward position data on the basis of the country of the UBO. 13 The U.S. Bureau of Economic Analysis defines the UBO as "that person (in the broad legal sense, including a company), proceeding up the affiliate's ownership chain beginning with the foreign parent, that is not owned more than 50 percent by another person." 14
FDI Investment Income
5.31
The BPM5 standard components for investment income pertaining to the ownership of direct investment capital include income on equity and income on debt. Income on equity is subdivided into (i) distributed income (dividends and distributed branch profits), and (ii) reinvested earnings and undistributed branch profits. In line with the directional recording of FDI transactions, income on FDI is presented on a net basis for direct investment made abroad and in the reporting economy-that is, receipts of income on equity and interest on debt instruments less payments of income on equity and interest on debt instruments. The BPM5 recommends that interest be recorded on an accrual basis. Dividends should be recorded on the date they are payable or declared payable. Tables IIA and IIC. 13 Two other countries, Estonia and Portugal, compile, but do not disseminate, geographic breakdowns of inward FDI position data on a UBO basis. In addition, inward position data for Luxembourg compiled on a UBO basis are disseminated in the OECD and Eurostat publications but not in the national publications.
External Direct Investment Statistics of Hong Kong 2001,
14 Survey of Current Business, September 2002, p. 39.
5.32
The measurement of operating profits-and, therefore, reinvested earnings-can be affected by the pricing adopted by related parties for bookkeeping purposes, often referred to as transfer pricing. Transfer pricing not based closely on market considerations could be common among affiliated enterprises conducting business across national boundaries because disparities between taxes and regulations imposed by different governments are a factor in management decisions on the optimum allocation of profits among units. 15 While BPM5 recommends that, in the relatively rare cases where transfer pricing is identified and quantified, the relevant entry be adjusted to an arm's length value, compilers can rarely identify and quantify these instances. A recent paper by the U.S. Bureau of Economic Analysis 16 considers whether intra-firm trade is conducted at arm's length prices, or whether prices are set to shift profits and avoid taxes. It concludes that although extensive studies have been made of this topic, no consensus has been reached, and additional data must be collected and further research undertaken. 
5.33
6.2
The results showed that there have been marked improvements in the availability of FDI statistics in the four years between the 1997 SIMSDI survey and the 2001 update-in particular, for inward and outward position data (an additional 13 and 14 countries, respectively) and for inward and outward FDI financial flows (an additional 9 and 10 countries, respectively). In addition, there have been improvements in the reporting of data on FDI income, with an additional 10 countries reporting data on inward FDI income on equity, an additional 11 reporting data on inward reinvested earnings, and an additional 10 reporting data on inward FDI income on debt.
6.3
During the same period, there was also a significant increase in the compilation of data showing geographic breakdowns, particularly for the inward and outward FDI financial flows data (an additional 11 and 13 countries, respectively) and for the position data (an additional 11 and 12 countries, respectively). Similar increases were seen in the number of countries compiling data showing breakdowns by industrial sectors.
6.4
The four years between the 1997 SIMSDI survey and the 2001 update also saw significant improvements in the items covered by the FDI statistics, with a marked increase in the number of countries now following the international recommendations in a number of areas. For the data on equity capital, increases were seen in the number of countries that include noncash acquisitions of equity (such as through the provision of capital equipment) and real estate owned by nonresidents; for the data on other capital, significantly more countries now include intercompany loans, both short-term and long-term, and financial leases. Other areas where the coverage of the data improved markedly were the inclusion of activities of SPEs in both the inward and outward FDI transactions data, the inclusion of relevant activities of offshore enterprises in the outward FDI transactions data, and the inclusion of expenditure on natural resources exploration in both the inward and outward FDI transactions data.
6.5
The results of the 2001 SIMSDI update also showed that there are now a number of areas where more than three-fourths of the 61 countries that participated follow the international recommendations applicable for their circumstances-namely, the use of the 10 percent ownership rule as the basic criterion for defining direct investment enterprises and direct investors, the inclusion of equity capital between affiliated banks and between affiliated financial intermediaries, the correct recording of reverse investment equity transactions when two FDI relationships have been established, the inclusion of purchases and sales of real estate by nonresidents, and the inclusion of data on activities of SPEs and offshore enterprises.
6.6
However, despite these improvements in the implementation of the international recommendations since the 1997 SIMSDI survey, the 2001 update indicated that there are still a number of aspects of these recommendations that are not yet followed by the majority of the 61 countries that participated in the update:
• Only 11 countries fully apply the recommendations regarding the inclusion of indirectly owned direct investment enterprises for their inward FDI transactions data-the same number as in 1997.
Country Practices in the Implementation of International Recommendations for FDI Statistics
• Only 19 countries fully apply the recommended Current Operating Performance Concept for measuring their direct investment earnings in their inward FDI statistics.
• Only 22 countries record income on equity (dividends and distributed branch profits) in their inward and outward FDI transactions data at the time they are payable, as recommended; only 25 record income on debt (interest) as it is accruing for their inward data, and 22 do so for their outward data.
• Few countries correctly classify reverse investments when the FDI relationship is in one direction only (17 countries in the case of reverse investment involving the acquisition of equity by the direct investment enterprise in its direct investor and 25 in cases involving the provision of loans).
• Only 23 countries include in their inward FDI transactions data the activities of quasicorporations involving construction enterprises, and even fewer include the activities of quasicorporations involving mobile equipment, such as ships, aircraft, and drilling rigs.
• Few countries value their FDI asset and liability positions at market prices (only 21 countries value their inward equity capital positions at market prices, and even fewer value their inward other capital positions, and outward equity capital and other capital positions, at market prices). 
6.7
The following section addresses in more detail some of these aspects, focusing in particular on the FDI items discussed earlier, which are primarily the same items that the Godeaux Report (IMF, 1992) identified as being important contributors to the discrepancies in the global data on FDI capital flows.
Selected Recording Issues
6.8 Both industrial and developing countries have difficulties in implementing fully the international recommendations for FDI statistics, which require adequate resources to conduct surveys, well-trained staff, and a high level of cooperation from private sector respondents. Private sector respondents, in turn, may also have difficulties in reporting data that conform to the international statistical recommendations because, for example, of countries' accounting or taxation regulations and/or a misunderstanding of the reporting requirements.
Direct investment threshold
6.9 On a positive note, the 2001 SIMSDI update showed that 90 percent of the survey respondents (55 countries, including all OECD countries except Turkey) use the 10 percent ownership threshold as their basic criterion in recording inward FDI transactions. However, contrary to the international recommendations, about one-third of these countries, including an almost equal number of OECD and non-OECD countries, also employ additional criteria in making a final determination of an FDI transaction or relationship. This might include-as in Argentina, Belgium, Botswana, Israel, Korea, Mexico, the Netherlands, Nigeria, Norway, and Portugal -recognizing a direct investment relationship in cases where the nonresident direct investor owns less than 10 percent of the voting shares but has an effective voice in the management of the enterprise. Other deviations from the 10 percent ownership criterion can be the application of a value threshold or differing treatments of incorporated and unincorporated enterprises. For example, one G-7 country (Italy) treats all unincorporated enterprises with foreign ownership as FDI, regardless of the percentage owned by nonresidents. Moreover, in some cases the definitions employed by countries for inward and outward FDI may differ.
6.10 Such differences result in an inconsistent classification of FDI flows and stocks by countries. However, the Godeaux Report (IMF, 1992) concluded that the use of different ownership thresholds likely did not contribute significantly to global asymmetries, because a very high proportion of direct investment occurs in branches or in majority-owned subsidiaries, which both the investing and host countries would regard as direct investment enterprises.
Measurement of earnings
6.11
The BPM5 and the OECD Benchmark Definition recommend the use of the Current Operating Performance Concept to measure direct investment earnings, which defines the earnings of an enterprise as income from normal operations before nonrecurring items (for example, write-offs), and any realized or unrealized capital gains and losses and realized or unrealized foreign exchange rate gains and losses are accounted for. Operational earnings of the direct investment enterprise should be reported after provisions for depreciation and income and corporation tax charged on these earnings have been deducted. The statistical recommendations also call for the inclusion of reinvested earnings data of indirectly owned direct investment enterprises.
6.12
The 2001 SIMSDI update showed that 19 countries (31 percent of the 61 surveyed) fully apply the Current Operating Performance Concept in the measurement of inward direct investment earnings. This was more than double the number of countries that indicated in the 1997 survey that they followed this practice. Eight of the countries that reported implementing the BPM5 recommendation were OECD members, including two G-7 countries-the United Kingdom and the United States.
6.13
In many countries, enterprises use the "AllInclusive Concept" of earnings measurement, under which earnings are the amount remaining after all items (including capital and exchange rate gains/losses and write-offs) that cause a change in shareholders' or investors' interests during the period are allowed for. 
Indirectly owned direct investment enterprises
6.15 While compilers are generally able to record and correctly classify transactions between the direct investor and the directly owned direct investment enterprise, extending the coverage to include indirectly owned direct investment enterprises, as discussed in Box 5.1, is difficult to implement. Only 11 (18 percent) of the surveyed countries could fully apply the recommended recording treatment for their inward FDI transactions data (no change from 1997), 2 while another 28 (46 percent) countries indicated that they were able to partially apply the treatment. The findings were similar for outward FDI transactions and for the reporting of FDI stock data, except that fewer countries partially apply the recommended recording treatment for stock data.
6.16
Canada was the only G-7 country that indicated that it was able to fully apply the recommended treatment of including indirectly owned direct investment enterprises for inward and outward FDI transactions. The other countries that indicated that they fully apply the treatment to both their inward and outward FDI transactions were Argentina, Australia, Botswana, Denmark, Estonia, Iceland, Ireland, Norway, South Africa, and Sweden.
6.17
The issue of indirectly owned enterprises is being reassessed in the upcoming revision of BPM5, with the aim of possibly simplifying the present international recommendations, which many countries have found difficult to apply or explain to survey respondents. Options being considered are to limit the indirectly owned enterprises included in the direct investment relationship to either those in which the direct investor has an indirect ownership of 10 percent or more (the so-called U.S. methodology) or to subsidiaries of the directly owned enterprise, regardless of the percentage indirectly owned by the direct investor (a proposal favored by a number of European countries).
Reverse investment
6.18
Reverse investment occurs when a direct investment enterprise has acquired a financial claim on its direct investor, through the acquisition of shares in its direct investor or through the provision of a loan to its direct investor (see Box 5.1). Only 17 (35 percent) of the 49 surveyed countries for which reverse investment was known to be applicable record an increase in equity claims on direct investors of less than 10 percent of the total equity of the direct investor as a reduction in FDI in the reporting economy (an increase in equity claims on direct investors), in accordance with the international statistical recommendations. Approximately equal numbers of OECD and non-OECD countries reported that they apply the recommended treatment; Japan was the only G-7 country that did so. Twenty-three of the countries that do not implement the BPM5 treatment record the equity investment in the foreign direct investor as part of portfolio investment assets, and a number of others record it as FDI abroad.
6.19
In the case of reverse investment involving the provision of a loan by the direct investment enterprise to its direct investor, when the direct investment enterprise owns less than 10 percent of the total equity of its direct investor, the situation was somewhat better: 25 countries reported that they record a reduction in FDI in the reporting economy (an increase in loan claims on direct investors). These countries include three G-7 countries-Germany, Japan, and the United States-and 13 other OECD countries. 6.27 In most cases, it is not possible to assess the impact of the above recording practices on the data of individual reporting countries or on the global FDI statistics published by the IMF and UNCTAD. Moreover, it is also difficult to assess whether countries that indicated adherence to a certain recording treatment are indeed able to fully implement the treatment in practice. For example, in the case of reverse investment involving loans to direct investors, one-third of the 25 countries that indicated that they implement the recommended treatment did not report such data to the IMF in their balance of payments submissions. The 2001 SIMSDI update indicated that the data sources used by many countries are inadequate for the compilation of FDI statistics that are fully consistent with the recommended methodology. Moreover, because of the dominance of the industrial countries in FDI, it would seem that methodological improvements in these countries would be needed to narrow the sizable discrepancies that exist in the global FDI data. 4 Croatia and Malaysia compile, but do not disseminate, FDI data on market values. Two other countries-Ecuador and Ireland-that use book valuations as the primary method for valuing inward FDI equity capital reported that they also compile market value data on inward FDI but do not disseminate them. 5 The issue of how countries compile market values for unlisted enterprises will be examined in the 2003 SIMSDI survey, which will be undertaken in 2004, with the results expected to be published in 2005. 6 The task force also recommended that inward and outward FDI equity stocks be reported to the ECB and Eurostat with a split between listed and nonlisted FDI companies, and FDI stocks in listed companies' shares be reported on the basis of both market values and book values. The task force also expressed the opinion that the compilation of FDI stocks should be based on information collected via FDI surveys and that the provision of annual FDI stocks based on the accumulation of balance of payments flows should be discontinued as soon as possible. The proposal calls for data for FDI stocks with the recommended valuation to be sent to the ECB and Eurostat for the first time in September 2006 September in reference to end-2004 September and end-2005 stocks; this timetable will be reviewed.
7.1
The growing importance of FDI in the world economy has placed the activities of direct investors and direct investment enterprises under increasing scrutiny and raised demands for more statistical work. Although countries are compiling and disseminating a greater amount of data on FDI transactions and stocks and increasingly are adopting the recommendations of the international statistical manuals, there remain important deficiencies in the coverage and comparability of data in both industrial and developing countries. The data deficiencies reflect the complexities of compiling FDI data, as well as the use by countries of different methodological practices in compiling these data.
7.2
Various international and regional organizations are working with countries to improve FDI statistics through the provision of methodological materials, technical assistance, and training courses and workshops. In connection with the updating of the BPM5 and the OECD Benchmark Definition, consideration will be given to possibly simplifying some of the present international recommendations, which many countries have found difficult to apply or explain to survey respondents (for example, the issue of indirectly owned enterprises). The SIMSDI will be repeated in 2004, with respect to country practices in 2003, to monitor countries' efforts to implement the internationally agreed statistical recommendations for FDI statistics. It is expected that information will be obtained on the practices of over 100 countries.
7.3
The question arises whether these activities are sufficient to address emerging data requirements for comprehensive and comparable FDI statistics or whether a major internationally coordinated effort will be required, along the lines of the IMFsponsored Coordinated Portfolio Investment Survey. 1 The IMF plans to investigate-in consultation with other international agencies, regional agencies, and member countries-the feasibility of conducting such a survey.
Conclusions
1 Under the auspices of the IMF, a Coordinated Portfolio Investment Survey (CPIS), involving the voluntary participation of 67 economies, was undertaken at end-2001. This followed the first CPIS, in which 29 major investing economies participated, which was conducted for end-1997. The purpose of the CPIS is to collect information on the stock of cross-border holdings of equities and long-and short-term debt securities valued at market prices and broken down by the economy of residence of the issuer. Holdings of securities that comprise direct investment are out of the scope of the survey. From 2002, the CPIS is being conducted on an annual basis. Considerable effort has been made to set standards for compilation of CPIS data by documenting best practices in compilation (see IMF, Coordinated Portfolio Investment Survey Guide, second edition, 2002) and to draw on the synergies released by a coordinated effort to conduct such surveys for a common reference date. The result is a global database of crossborder holdings of securities and derived portfolio investment liabilities with the capacity for showing bilateral and partner-country data from the creditor or debtor perspective. See http://www.imf. org/external/np/sta/pi/cpis.htm.
